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The private sector is up in arms about proposals in Congress to increase value-added taxes
(impuesto al valor agregado, IVA) on such items as soft drinks, liquor and cigarettes, telephone
service, and stock transactions. The increased taxes on these items would be part of the tax-reform
proposal for 2002, which Congress is expected to consider during a special session beginning Dec.
20. The tax-reform plan will be discussed alongside the budget proposal for 2002, which Congress is
obligated by law to approve by Dec. 31.
Legislators from all three major political parties have proposed raising taxes on these items after
rejecting President Vicente Fox's proposal to impose a 15% IVA on basic foodstuffs and medicines.
Tax-reform proposals in Congress also include a plan to crack down on tax evasion, improve tax
collections, and raise taxes on gasoline and diesel. The soft-drink and telecommunications industries
have lodged the strongest protests against the plan, arguing that increasing the tax on their products
and services would impose a hardship on the Mexican population in much the same manner as a tax
on food and medicines.
Soft-drink producers say tax would harm poor
In a full-page advertisement in the daily business newspaper El Financiero, the Asociacion Nacional
de Productores de Refrescos y Aguas Carbonatadas (ANPRAC) stressed that 60% of the industry's
sales are to low- and middle-income Mexicans. ANPRAC director Roberto Calderon Pedroza said
the tax could also jeopardize jobs in the industry, which employs 137,000 workers and creates
another 700,000 indirect jobs. Industry giants like Pepsi-Gemex and FEMSA, the principal bottler for
Coca-Cola, are leading the campaign against the soft-drink tax. Joining the effort are small bottlers
like Refresquera Pascual, Barrilitos, and Jarritos.
Labor unions at these companies have also spoken out against the tax. "We contribute significantly
to the development of Mexico," said Calderon. "Our industry represents 0.6% of the country's total
GDP and 2.7% of the manufacturing GDP." A report from Grupo Banamex-Accival suggests that
a 20% tax on soft drinks could reduce industry sales by 18.7% or more. Mexico ranks second in the
world in annual consumption of soft drinks, at 150 liters per capita. The US is the only country with a
higher per capita consumption of soft drinks.
Calderon said the reduced sales of soft drinks would have a detrimental effect on the sweetener and
corn industries, since soft drink manufacturers use about 1.6 million metric tons of sugar and 250,000
MT of high-fructose corn syrup annually. "The downturn would also affect manufacturers of glass
and plastic containers, plastic caps, and carbonated water," said Calderon. "It is sad but true that the
easiest way for Mexicans of humble means to obtain clean water and sufficient calories to work is to
consume Coca-Cola," FEMSA president Jose Antonio Fernandez told reporters.
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But some critics say the soft-drink manufacturers are overstating their importance to Mexican
consumers. "The consumption of Coca-Cola and other soft drinks is a created need, not a real need,"
said Armando Servin, a government health expert in Chiapas state. "I think increasing taxes is a
good idea," said Servin. "Perhaps the revenues from these taxes could be devoted to projects that
will allow Mexicans to produce food products that are higher in protein and nutrients."
Telephone tax could hurt effort to increase lines in Mexico
The telecommunications industry has also raised strong objections to plans in Congress to impose a
20% tax on telephone service, with the exception of rural areas and for some low-income consumers.
The tax would be in addition to the 15% IVA already charged for telephone service. "This tax means
that consumers would be paying an additional 38 centavos (US$0.04) for every 1.00 peso (US$0.10)
paid for telephone service," said a statement from the Camara Nacional de la Industria Electronica,
de Telecomunicaciones e Informatica (CANIETI).
Some proposals in Congress call for an additional tax of only 5% or 10%, rather than 20%.
Companies like TELMEX, Avantel, Alestra, Marcatel, Protel, Maxcom, and Axtel have joined
CANIETI to lobby against the tax, which they say will discourage new investment and inhibit efforts
to extend infrastructure to areas not served by telephone companies. The industry has targeted the
installation of 10 million new telephone lines and 13 million Mobil phones over the next several
years. "This tax would come at a time when our industry requires US$15 billion in investments to
double our infrastructure," said CANIETI president Jesus de la Rosa.
The telecommunications industry, which now accounts for 3.5% of Mexico's GDP, had expected to
create 30,000 new well-paying jobs in coming years. "But this would not be possible with the tax,"
CANIETI said. Mexico's largest telephone company, TELMEX, would have to forego about US$400
million in net profits if the 20% tax is implemented, said analyst Abel Hilbert of the Mexico City
financial services company Vector. Labor organizations such as the Union Nacional de Trabajadores
(UNT) have also come out against the telephone tax because of its potential effect on Mexican
consumers.
UNT leader Francisco Hernandez Juarez, who is also secretary-general of the telephone workers
union (Sindicato de Telefonistas de la Republica Mexican, STRM), has linked the protest against the
telephone tax to wider protests against an IVA on food and medicines. One of the biggest impacts
of the tax, said sources in the telecommunications industry, would be on the cellular-telephone
sector. Raul Lucido de la Parra, an executive at Ericsson de Mexico, said the tax would not only halt
the industry's expansion goals, but force companies to pass on costs to consumers. Lucido said the
industry had hoped to have 28,000 cellular telephones in service in Mexico by year-end 2002.
Sources at the Mexican stock exchange (Bolsa Mexicana de Valores, BMV) also questioned proposals
in Congress to impose a 20% tax on stock transactions. Jorge Garcia, who represents an organization
of 174 companies listed on the BMV, said the proposal would punish companies that already pay
taxes. "The country is supported by a very small base of companies and business owners who fully
meet their tax obligations on time," said Garcia. "These are the companies listed on the BMV."
Garcia said the tax on stock transactions would inhibit investments and represents only a short-term
solution to Mexico's lack of revenue. "We urge the Congress to look for long-term solutions and not
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only for short-term measures that could potentially damage the economic and social well-being of
Mexico," said Garcia.
The potential tax on telephone service has also had an indirect impact on the BMV. Losses during
the session on Dec. 18 were linked directly to the poor performance of telephone stocks, which were
affected by the strong possibility that Congress would impose the new tax on telephone service.
[Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on Dec.
19, reported at 9.12 pesos per US$1.00] (Sources: Los Angeles Times, 10/19/01; Reuters, 11/13/01;
Unomasuno, 12/13/01, 12/17/01; Notimex, 12/18/01; Reforma, 11/08/01, 12/14/01, 12/18/01, 12/19/01;
El Financiero, 11/08/01, 12/05/01, 12/13/01, 12/18/01, 12/19/01; La Jornada, 11/27/01, 12/13/01,
12/19/01; La Cronica de Hoy, 12/05/01, 12/13/01, 12/18/01, 12/19/01; Milenio Diario, El Universal,
12/13/01, 12/18/01, 12/19/01)
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